In established market economies, firm performance has typically a strong effect on the CEO's tenure in the firm, which suggests effectiveness of the internal governance structures. This paper analyzes CEO turnover and its sensitivity to poor firm performance after privatization in a transition country. Using data over 1995-98 on state-owned enterprises privatized in the large-scale privatization in Slovakia, the analysis shows that poor profitability is indeed associated with higher CEO turnover suggesting that the transfer of ownership from state to private hands had enhancing effect on the effectiveness of the internal monitoring efforts. In contrast, a market performance measure does not perform such a disciplining role. The second important finding is that concentration and nature of ownership as well as changes of major blockholders have also important impact on both CEO turnover and its sensitivity to poor firm performance.
Introduction
"Few of the tasks which good corporate governance consist of, like strategy development or control, are visible to non-insiders to the corporation. Minutes of board or committee meetings or the outcome of shareholder-management meetings are not disclosed. Hence, one of the few occasions to study corporate control actions (or the lack of them) is poor performance or a financial crisis." (Renneboog, 2000 (Renneboog, , p.1962 This paper analyzes poor firm performance and its association with changes at the top executive levels after large-scale privatization in Slovakia and, thus, assesses the effectiveness of internal governance systems of the privatized firms. Several recent studies show that, for established market economies, top management turnover is sensitive to poor past performance (both stock return and accounting profitability) and that internal governance systems are effective in monitoring and disciplining poorly performing managers. This paper investigates the question of whether internal governance of state-owned firms improves after their privatization. In some sense, the large-scale privatization in the transition countries of Central and Eastern Europe brought about a natural experiment. With privatization effecting a significant fraction of the national economy and with companies in very bad shape requiring immense restructuring and reorganization, this privatization experiment tests whether private ownership indeed leads to the bottom line of better governance of firms. The situation is even more interesting due to the weak rule of law and lack of its enforcement leading to large potential gains from looting and tunneling. Thus, the new private owners face an interesting dilemma: they choose between (i) costly monitoring and supervision with the prospect of high potential gains due to restructuring and new viable businesses and (ii) looting and redirecting the company resources for private benefits. This analysis shows quite optimistic results that privatization in Slovakia resulted in quite viable and functioning internal governance that disciplines poorly performing management. And, thus, the results suggest that the incentives for monitoring are higher relative to the potential for looting and tunneling.
In addition, the second contribution of the paper is the analysis of the impact of ownership structure on the internal monitoring efforts. The somewhat traditional hypotheses of the effect of concentration and nature of ownership get a new dimension in the turbulent setting of a transition economy. The quest for immense restructuring and weak law enforcement make the analysis more interesting because, on the one hand, ownership concentration may be of higher importance and, on the other hand, different types of owners may function differently in this environment. Moreover, as the large-scale privatization in Czechoslovakia was often widely criticized that the immediate post-privatization owners were not suitable for the difficult and indisputable quest of restructuring, this paper investigates the lively post-privatization market for share blocks and its association with poor firms performance and improved effectiveness of internal monitoring and governance.
The conclusions of this second part of the analysis are threefold. First, ownership concentration seems to be important for the probability of the top management turnover. However, the results indicate that for the sensitivity of management turnover to poor firm performance, contest of control between the major and the remaining blockholders is more important. Too much power in the hands of the major blockholder results in significant but unfocussed monitoring in the sense that management turnover is high but is not concentrated in the poorly performing firms. Higher concentration of the remaining blocks is associated with both high average management turnover and high sensitivity of turnover to poor past performance. Second, the analysis suggests that postprivatization block transfers are quite effective governance tools as they are followed by increased management turnover and management turnover is then significantly more sensitive to performance. Third, also nature of ownership affects the effectiveness of the internal monitoring efforts. The findings suggest that insider block ownership partially insulates top executives from internal monitoring efforts. This is because insider ownership significantly decreases the average management turnover and, importantly, also the sensitivity of management turnover to firm performance. The results also suggest that management turnover in state-dominated firms is strongly politically motivated. Outside ownership (especially by other firms, individuals unrelated to management and Investment Privatization Funds), in turn, is the most focused and significant concerning effectiveness of the monitoring efforts.
The remainder of the paper is organized as follows. The next section discuses the existing theoretical and empirical literature and derives the hypotheses. Section 3 briefly describes the privatization process in Slovakia and introduces the data. Section 4 presents the results and Section 5 concludes.
Existing literature and hypotheses building
This section investigates the relation between top management turnover and past firm performance. As this paper analyzes the effectiveness of the internal governance systems in Slovak firms after they were privatized, a special attention is paid to the effect of privatization on the sensitivity of the CEO turnover to past firm performance. Moreover, the following sections discus how ownership concentration, contest of control between major and minor shareholders, nature of ownership, and market in large share stakes affect the CEO-turnover/performance relationship.
Basic hypothesis
Successful governance systems should penalize managers of poorly performing firms (Coffee, 1999) . Therefore, analysis of top executive turnover and of the sensitivity of top management turnover to firm performance can help to assess the effectiveness of internal corporate governance systems. A vast body of empirical literature confirms that top executive turnover is indeed sensitive to poor performance and that internal corporate governance systems are quite effective in disciplining poorly performing managers. This is so in established publicly traded firms across different market economies.
1 Nevertheless, governance systems of state-owned enterprises seem to be less effective compared to private firms as managers of state-owned firms are not fired when performing poorly (see, for example, Cragg and Dyck, 1999 , for evidence on UK publicly owned firms). Moreover, Cragg and Dyck (1999) show that the sensitivity of top management turnover to firm performance significantly increases following privatization, thus, indicating that the internal governance systems function better under the private ownership. Theoretical models assign this relatively poor governance of state ownership to the lack of high-powered incentives and proper monitoring of managers (Vickers and Yarrow, 1988, and Demsetz, 1988) . Private shareholders who are residual claimants to firm profits, in contrast, monitor the managers, keep them accountable and link their tenure to firm performance. An alternative explanation Vishny, 1994, Shapiro and Willing, 1995) maintains that politicians' use of the public enterprises to pursue political goals results in excessive employment, poor choices of product and location, lack of investment and ill-defined incentives for managers. Moreover, several empirical papers document (for review see Megginson and Netter, 2001 ) that firm performance increases after privatization.
Privatization was expected to improve firm performance and introduce sound internal corporate governance systems also in transition countries in Central and Eastern Europe. Under socialism, managers were appointed according to political loyalty and their ability to meet the plan, not necessarily according to their ability to efficient production levels and profitability. Incentives were generally ill-specified. The transition reforms were introduced to change the economic environment, to bring in forces for profit maximization and effort extraction. Several empirical papers investigate the effect of privatization in transition on subsequent firm performance. 2 In general, they show that privatization per se is not enough to secure improved performance.
1 Starting with the US, see Warner et al. (1988) and Weisbach (1988) ; on UK see Franks et al. (2001) , on Germany Kaplan (1994b) and Franks and Mayer (2001) , on Belgium Renneboog (2000) , on the Netherlands Danisevska et al. (2003) and on Japan Kaplan (1994a).
Privatization to insiders leads to managerial entrenchment and, therefore, privatization alone is not a guarantee of improved governance and performance.
Even though top management replacements are found to increase future firm performance (Barberis et al., 1996, Claessens and Djankov, 1999) , the empirical evidence on the sensitivity of top management turnover to past firm performance in the transition context is somewhat limited and inconclusive. Warzynski (2003) shows that the management-change/firm performance relationship is stronger in privatized than in state-owned firms in Ukraine. Also, Firth et al. (2002) show that low profitability is a strong predictor of managerial turnover in Chinese listed firms. In contrast, Fidrmuc and Fidrmuc (2004) document that the relationship is insignificant for the privatized Czech firms. Thus, it is interesting to see whether privatization in Slovakia resulted in properly functioning internal governance systems that discipline poorly performing managers. The basic hypothesis to be tested in this paper is the following.
Hypothesis 1:
For privatized companies, CEO turnover is negatively related to performance.
Ownership concentration and contest of control
In this section, I derive testable hypotheses that concern the ownership-concentration effect on this relationship. Ownership concentration of the privatized Slovak companies is high and is comparable to other continental European economies (see Section 3.2). The large concentrated owners may play an important role in the governance of their firms and may have important effect on the CEO-turnover/performance relationship.
There is extensive literature on the role of concentrated ownership and its association with firm value. Large blockholders procure benefits but are also costly. They may be beneficial for firm value as they help to mitigate the free-rider problems of corporate control associated with dispersed ownership (Shleifer and Vishny, 1986) and monitor the management (Maug, 1998, and Admati et al., 1994) . On the cost side, Bebchuk (1999) suggests that in countries with high concentration of ownership, private benefits tend to be large. These theoretical predictions may affect the basic hypothesis. If concentrated ownership mitigates the free-rider problems and provides better monitoring, one can expect higher sensitivity between managerial change and past firm performance in firms with more concentrated owners. If large blockholders withhold excessive private benefits, then the reverse will hold.
Both monitoring by concentrated blockholders (the benefits) and high private benefits to large blockholders (the costs) may be very important in a transition economy. On the monitoring side, the inherited inefficiencies of the former state-owned enterprises call for deep restructuring that requires high managerial effort and skills. Therefore, monitoring by private owners is of high value.
On the cost side, as underdeveloped legal environment and poor law enforcement provide scope for looting and tunneling, the private benefits to major blockholders may be enormous. Thus, the tradeoff between benefits and costs of concentrated ownership in this setting is a very interesting issue that can only be resolved in an empirical test. Nevertheless, my null hypothesis favors the monitoring effect and postulates that ownership concentration has a positive effect on the effectiveness of the internal governance systems.
3
Empirical evidence on the effect of ownership concentration so far is mixed. Moreover, comparisons should account for institutional differences across different countries that result in different prevailing ownership and control patterns, especially between the US and UK versus continental Europe. For the US, Denis et al. (1997) show that the probability of top executive turnover and the sensitivity of turnover to performance are higher when firms have outside blockholders than when they are widely held. In contrast, Franks et al. (2001) reject such a hypothesis for the UK. The results are also mixed for the more concentrated continental economies.
Renneboog (2000), for Belgium, shows that top managerial turnover is positively associated with ownership concentration. However, the sensitivity of turnover to performance is higher only for certain ownership types. In Italy, as Volpin (2002) shows, large blockholders with at least 50-percent cash-flow rights enhance the sensitivity of turnover to performance. In contrast, the concentration hypothesis is not supported by Franks and Mayer (2001) for Germany, nor by Danisevska et al. (2003) for the Netherlands. The above hypothesis considers total concentration of ownership. However, Bloch and Hege (2001) show that control power is determined not just by ownership concentration, but also by the 3 Due to lack of information on ultimate control (voting pacts and pyramidal structures), which is not required to be disclosed in Slovakia, I concentrate on direct voting and cash-flow rights. Still, cash-flow rights play a very important motivational tool: the higher the fraction of cash-flow rights to a blockholder, the higher his incentive to monitor the management. Private benefits extraction is, however, more probable when control benefits are high and cash-flow rights are low. This is less probable in situations where direct cash-flow rights are highly concentrated, as in the case of Slovakia. Panel A of 
Market for share stakes
The above two hypotheses discus the effect of ownership concentration on CEO change and its sensitivity to performance. Now, I consider changes in shareholdings. The theoretical model of Burkart et al. (1997) proposes that equity ownership confers state contingent control. In the states of world with poor firm performance, shareholders grab control and closely monitor their firms, whereas in the states of world with adequate performance, shareholders choose not to monitor and leave managers in control because monitoring is then too costly. This may mean that when performance is poor, shareholders without a distinct interest in monitoring sell their stakes, while those with strong monitoring abilities step in and enforce control (Renneboog, 2000) . If the changes in shareholdings are associated with poor performance and more monitoring, then there should be higher CEO turnover in poorly performing firms with changes in ownership. The empirical evidence mostly supports this notion. Renneboog (2000) shows for Belgium that increase of stake or acquisition of a new stake by industrial companies or families is associated with an increase in executive board turnover and the sensitivity of turnover to performance. Similarly, Barclay and Holderness (1991) 
Nature of ownership
The incentives to monitor and correct managerial failure depend not only on the concentration of ownership but also on its nature (type of blockholder). The distinction between different blockholders is important because some may be passive in the face of poor performance while others are active (Franks and Mayer, 2001, Franks et al., 2001) . Different classes of owners may value control differently as they have different abilities to extract control rents (Barclay and Holderness, 1991) , different incentives to monitor their firms (Maug, 1998 , Admati et al., 1994 or have different knowledge about the business environment and industry (Franks et al., 2001 ).
Moreover, it seems to be essential to distinguish between inside versus outside ownership as insiders may use control to entrench themselves against the interest of the other shareholders. Denis et al., (1997) for the US and Volpin (2002) for Italy show that the probability of top executive turnover and its sensitivity to performance is negatively correlated with the ownership stake by officers/executives. Renneboog (2000) finds some evidence that higher concentration of control by industrial companies and families is associated with higher management turnover and industrial companies increase the probability of top management change when stock returns are low. Also, Denis et al. (1997) for the US and Kang and Shivdasani (1995) for Japan show that the presence of outsiders strengthens the performance-turnover relationship. Nevertheless the familiarity of industrial companies with the industry specificities and individuals' incentives to intervene as principals rather than agents may play a somewhat stronger role in the transition period in Slovakia studied in this paper.
Hypothesis 6: Outside ownership by industrial companies and individuals unrelated to the management is associated with the highest CEO turnover and also the highest sensitivity of CEO turnover to performance.
In Slovakia with ongoing privatization, state is still an important blockholder. The empirical evidence for Italy (Volpin, 2002) shows that state ownership increases management turnover but does not affect the turnover/performance sensitivity. In Ukraine, state-owned firms (as opposed to privatized firms) have more management chages, however, the state-owned firms show significantly lower sensitivity of turnover to performance (Warzynski, 2003) . This indicates political motivation (as opposed to efficiency) of the management turnover in state-owned firms.
Hypothesis 7:
State ownership is associated with high CEO turnover but low sensitivity of CEO turnover to performance.
Data
This section describes the data set. First, however, I describe the privatization program in Slovakia as it has important implications on the players involved in corporate governance structures of the privatized firms and on the business environment in which the firms operate.
Privatization in Slovakia
Privatization was initiated in the early 1990s while Slovakia was still a part of the former Czechoslovakia. The privatization program rested on three pillars -restitution of assets to their original owners, small-scale privatization (predominantly shops and restaurants) and large-scale privatization -and utilized a combination of standard and non-standard methods. After the break-up of Czechoslovakia, large-scale privatization evolved in different directions in the two successor countries. Slovakia abandoned voucher privatization in favor of noncompetitive direct sales.
Restitution, a non-standard method, was to 'make up for the wrong-doings of the previous regime with regard to the unlawful and/or immoral nationalization and confiscation of private property'. 6 The property was to be returned in kind, or by providing financial compensation (in cases when the original property no longer existed). Small-scale privatization, which started as early as December 1990, facilitated the privatization of small premises such as shops, restaurants, service outlets, small workshops, and occasionally, small production enterprises. Public auction, a standard competitive method, was the only method used to privatize around 9 thousand small businesses with proceeds of some SKK 14 billion. Medium-sized and large enterprises were privatized within the large-scale privatization. This program involved most of the property being privatized (in terms of value), though the number of privatized units is comparable to small-scale privatization. Large-scale privatization allowed for a broad spectrum of standard as well as non-standard methods. Czechoslovakia became famous for its voucher privatization, the dominant non-standard method. Another non-standard method involved free transfer of property to municipalities or to the original owners within restitution. Nonetheless, a relatively large amount of property was transferred using standard methods: auctions, public tenders or direct sales.
The large-scale privatization was divided into two waves. The split of Czechoslovakia in January 1993 caused that only the first wave of large-scale privatization (and of voucher privatization) was implemented still within Czechoslovakia. The program continued fairly smoothly in the Czech part of the former federation with the second wave of voucher privatization executed during 1993-94. In contrast, in Slovakia, the process turned out to be quite complicated with some dramatic turns and setbacks that closely followed political developments and changes of government. The second wave, implemented after the break-up, was associated with a lack of transparency, abolition of the voucher method, and privatization deals benefiting close supporters of the leading political party. 8 Noncompetitive direct sales to a predetermined buyer (often at a very low price) was by far the most frequently used method, accounting for 83% of the property that was privatized, compared to only 9% using other standard and more transparent and competitive methods (Fidrmuc et al., 2002) . Overall, the privatization process became extremely politicized and corrupt.
Still, around 78 percent of property in the first wave was privatized using vouchers. Voucher privatization was intended as a fast, efficient and morally just method of introducing private ownership into the economy. The basic idea of this unprecedented privatization method was to provide the population with virtual investment capital, and, at the same time, compensate them for the wrongdoings of communism. Every citizen above the age of 18 was eligible to obtain the voucher book for a small administrative fee and bid his vouchers for shares of firms in offer.
Moreover, he had an option to entrust his/her shares to Investment Privatization Funds (IPFs, a special type of mutual funds that were a byproduct of the voucher privatization) that then exchanged the vouchers for shares. IPFs were entrusted to invest 70.5% of the investment points in Slovakia. The IPFs were regarded as neither the optimal nor final owners because of their lack of access to finance for restructuring and inadequate expertise (Carlin and Aghion, 1996) . Therefore additional reshuffling of ownership was said to be desirable (Coffee, 1996) . The next section documents that this was indeed the case.
Sample
The data were purchased from RM System Slovakia. The sample consists of 740 non-financial former state-owned enterprises privatized in Slovakia via the large-scale program for which accounting, ownership and board-of-directors composition data were available over 1993-98. The basic descriptive statistics for the data covering the period from 1993 until 1998 are presented in Table 1 . For the average firm in our sample, the total book value of assets amounts to SKK 817 million (approximately 20 million Euro). This indicates that the sample represents the biggest firms in Slovakia. Over the studied period, the sample firms do not grow in size -their total assets remain relatively stable.
Profitability of the firms seems to be somewhat poor. The average net profit/loss per is SKK -4.5 million per firm. The yearly averages show that the net company result deteriorates over time from a profit of SKK 9.3 million in 1993 to a loss of SKK -38.1 million in 1998. On average, the firms are in red over the period since 1996 till 1998. The median net profit/loss is more stable and closer to zero. Nevertheless, it is also negative over 1995-98 indicating that more than a half of the firms finished in red. A similar trend is documented by the relative performance measures -return on assets (ROA) and operational return on assets. 9 Again, the average ROA deteriorates dramatically (from1.8 percent in 1993 to -2.8 percent in 1998) even though the median firm keeps a quite stable return around 1 percent of total assets. Operational ROA is even lower. The average values are negative over the whole sample period and drop from -2.4 percent in 1993 to -9.3 percent in 1998. The median values show a similar trend. Even though all these companies are traded at least on the RM System (the over the counter market), their shares are not very liquid. On average, only 23% of shares outstanding per year change their owners. Nevertheless, I use share prices as a performance indicator that reflects the market value of the firms (at least to the atomistic shareholders). The stock price dynamics are somewhat strange. The average (and median) stock price peaks in 1996 and it almost doubles in magnitude compared to 1993. The stock prices increased despite the steady decline in profits and returns on assets. The price-earnings ratio (the average as well as the standard deviation) surged in 1996-97 and then suddenly dropped dramatically in 1998. The median price-earnings ratio also drops from 0.08 percent of profit in 1997 to 0.04 percent in 1998. Market-to-book ratio, another market value measure, increases over the studied period with a slight decline at 1998.
Data concerning top management turnover are available only over the period from 1996 until 1998. Unfortunately, the data set does not provide information on the reasons for the CEO's departure. Therefore, while I can observe changes of the chief executive director, I do not know whether the previous director was dismissed or whether he/she left for other reasons (such as health problems, retirement or death). Yet, as the descriptive statistics discussed in greater detail below show, changes within the top management are so frequent that health and demographics could only account for a small fraction of them. 10 Moreover, including management change that is not forced should only weaken the results. So, in case the results suggest a significant association between past 9 Return on assets (operational return on assets) is defined as final profit/loss (operational profit/loss) over total book value of assets.
10 It is also not very probable that these high replacement rates were a consequence of low turnover in the preprivatization period. In fact, Claessens and Djankov (1999) report that at least 50 percent of voucher-privatized firms in their sample replaced their managing director already in the pre-privatization period.
performance and CEO turnover, a conclusion for presence of effective internal governance should be on the safe side.
The last entry in Table 1 shows the frequency of changes at the post of the CEO (usually denoted as the general director). Compared to the available estimates of 10 percent -12 percent for U.S. firms (Kaplan, 1994a) and 12 percent for the U.K. (Cragg and Dyck, 1999) , the average CEO turnover of 19 percent is quite substantial. It ranges from 25 percent in 1996 to 15 percent in 1998.
Similarly high managerial turnover is reported for newly privatized firms in the U.K. (15.4 percent per year according to Cragg and Dyck, 1999) and for East German privatized companies (around 20 percent per year, Dyck, 1997). In Panel B, I distinguish six types of the major blockholder: government, IPFs, industrial companies, individuals unrelated to management, insiders and financial institutions (e.g. pension funds, regular mutual funds, and foreign investment companies). In 1995, industrial companies were the most common major blockholders (40 percent), while state was still quite prevailing (22 percent), followed by IPFs (17 percent), individuals (8 percent), financial institutions (7 percent) and insiders (6 percent). Distribution among the ownership types changes over time. Three trends are prevailing. First, state ownership declines, which is not surprising given the ongoing privatization activities over the studied period. In 1998, only 2 percent of firms in our sample have the government as the major blockholder. Second, ownership by IPFs declines dramatically in 1996.
Since then, IPFs are the major boolckholder in only 3 percent of firms. At the same time, ownership by (other) financial institutions increases in the same year. This reflects the fact that many IPFs were formally transformed into regular investment companies in order to overcome stricter regulation of IPFs. Third, industrial companies and insiders become the most frequent major blockholders (69 and 12 percent, respectively). This is probably a result of ownership reconciliations after the voucher privatization and also a result of changes in the government policy concerning privatization that favored direct sales.
The second part of Panel B in Table 2 shows the size of the major ownership blocks by type of owner. The government has the most concentrated major blocks with the average not falling below 50 percent. Industrial companies also like to concentrate control: their average major stake increases from 24 percent in 1995 to 54 percent in 1998. Note that industrial companies are also the most frequent major blockholder. Individuals unrelated to management and insiders hold on average 33
and 28 percent of shares, respectively, and their ownership stakes do not change much over time. Thus, privatization leads to lower state involvement. However, when the state stays involved, the share block is very large to ensure control.
Results

CEO turnover and past firm performance
The first hypothesis examines the relationship between CEO turnover and past firm performance. Significant negative relationship between the probability of CEO change and past firm performance would point toward the effectiveness of the internal corporate governance systems by showing that the top managers of the privatized Slovak firms are disciplined for poor firm performance by termination of their contracts. To provide some intuition for the relationship, Panel A of Table 3 tabulates the frequency of CEO turnover across quartiles of four performance measures: return on assets (ROA), operational ROA, stock return, and market-to-book ratio. The results indicate strong negative correlation between the frequency of managerial change and the two profitability measures (ROA and operational ROA). For ROA, the probability that a manager is replaced increases from 16 percent to 25.8 percent as a firm moves from the best (fourth) to the worst (first) quartile. The difference of 9.8 percent is statistically significant at the one-percent level. Moreover, its economic significance is also noteworthy, especially when compared to regular yearly turnover statistics in established firms in Western economies (10 -12 percent in the US and 11.8 in the UK).
11 Operational ROA provides similar results: the difference in the CEO-change frequency in the first versus the forth quartile is 11.3 percent and is also significant at the onepercent level. Thus, the results provide confirmation of Hypothesis 1 by showing that the managers of firms in the worst performing quartile have the highest probability of being replaced and this probability decreases with each profitability quartile.
In contrast, stock return and market-to-book ratio (the two market valuation measures) are not correlated with CEO turnover. One explanation may be that the stock based performance measures reflect firm value for atomistic shareholders which may differ from firm value for large blockholders. As it is the large blockholders rather than dispersed atomistic shareholders who have influence on the decision to replace the top management, it is possible that stock market valuation is not an important metric when evaluating managerial qualities. Volpin (2002) who also finds weaker results for stock returns relative to accounting measures of firm performance in Italy argues that 11 Kaplan (1994a) and Cragg and Dyck (1999) , respectively. stock returns may not be an ideal performance measure for his sample of Italian firms as many stocks suffer lack of liquidity and infrequent trades. As a next step, I estimate the relationship in a regression setting while controlling for ownership concentration, firm size, industry affiliation and individual firm and time effects. Firm performance is lagged and measured alternatively using ROA and stock return. Panel B of Table 3 shows the regression results and confirms the main findings of the univariate analysis. Model 1 shows that top management turnover is strongly associated with poor profitability. The coefficient for ROA is negative and significant at the one-percent level. This suggests that the new private owners associate firm profitability with managerial qualities and tend to penalize more the managers in firms with inferior profitability. In contrast, the coefficient in Model 2 for stock return is not significant. This indicates (as the univariate results) that stock market performance is not important when deciding about top management replacements. Results for operational ROA and market-tobook ratio are reported in Table A1 in Appendix and confirm these conclusions. More interestingly, however, ownership concentration (measured as total stake of all reported blocks) is positively correlated with CEO turnover in both Model 1 and 2. Replacing the total stake to blockholders with Herfindhal index for ownership concentration earns the same results. 12 Thus, firms with higher concentration of control have higher CEO turnover which partially confirms Hypothesis 2. In Models 3 and 4, I replace the total-stake-to-blockholders variable by two variables.
The first variable measures the size of the major block, whereas the second variable captures the size of a combined stake of all remaining blocks. This exercise reveals that both the variables are significantly positively associated with CEO turnover (though the coefficient for the remaining blocks of shares is smaller and significant only at the ten-percent level). So, it is not only the size of the major block of shares, but also presence of the remaining ownership blocks that have enhancing effect on CEO turnover. This indicates that contest of control among blockholders may be important for effective governance of firms and partially confirms Hypothesis 3.
Concentration of control and CEO turnover
The results in Table 3 show that ownership concentration is associated with higher CEO turnover. This may indicate that owners with higher ownership stakes are more involved in monitoring and have better knowledge about their firms' activities. Table 4 takes this idea further by testing whether concentration of control influences also the sensitivity of CEO turnover to past firm performance (the second part of Hypothesis 2).
Panel A of Table 4 provides results of the univariate analysis. 13 It shows CEO-change frequency across ROA quartiles and across different concentration measures. As seen above in Table 3, CEO turnover is the highest in the lowest ROA quartile and then gradually decreases with the lowest value in the best performing ROA quartile. Now, I am interested whether this relationship changes as concentration of control increases. Therefore, in the first part of Panel A (Table 4) , I add quartiles of total concentration (total stake to all blockholders) as another dimension to the ROA quartiles.
Thus, the first part of Panel A cross tabulates average values of CEO-change frequency simultaneously across ROA quartiles and quartiles of total concentration of control. The results
show that the CEO-change frequency increases as total concentration of control increases from the lowest to the highest quartile (second column). The difference in CEO-change frequency between the lowest and the highest concentration quartile is 8.8 percent and is significant at the one-percent level. This is in line with the regression results in Table 3 where the coefficient for total concentration is positive and significant. Moreover, two general patterns are present in the quartile matrix. First, the CEO-change frequency increases as one moves from the lower to the higher concentration-of-control quartiles and this is so in all columns (ROA quartiles). It shows that firms with higher concentration of control have higher CEO turnover and this is regardless of their profitability. More interesting, however, is the second pattern indicating that the CEO-change frequency decreases from the lowest to the highest ROA quartile and this relationship seems to be stronger as concentration of control increases. The last column of Panel A (Table 4 ) documents this pattern: the difference in CEO-change frequency between the lowest versus the highest ROA quartile is equal to 8.9 percent (significant at the ten-percent level) in the first concentration-ofcontrol quartile and increases to 13.5 percent (significant at the fife-percent level) in the highest concentration-of-control quartile. In short, the first part of Panel A shows that the relationship between CEO turnover and past firm performance gets stronger as total concentration of control increases and tends to confirm Hypothesis 2. The rest of Panel A (Table 4) explores the importance of concentration of the major block versus the remaining blocks for the sensitivity of CEO turnover to past firm performance and, thus, 13 In Table 5 , I report only results for ROA. Results for operational ROA are very similar to the results reported in The difference of 1.6 percent is not statistically significant. 14 Moreover, CEO turnover is more sensitive to past firm performance when the major blockholder is less concentrated. In this group, CEO-change frequency decreases from 27.7 percent in the first ROA quartile to 13.7 percent in the forth quartile. The difference of 14 percent is statistically significant at the one-percent level. In the high major-block concentration group, the difference in CEO-change frequency between the first and the forth ROA quartile is only 5.3 percent and is not statistically significant. Still, it is important to note that in the high major-block concentration group, CEO turnover is high across all ROA quartiles and that ROA of the two groups is very similar.
The third part of Panel A (Table 4) repeats the exercise for the concentration of the remaining blockholders. It shows that higher concentration of the remaining blocks increases the CEO-change frequency and also the sensitivity of the relationship between CEO turnover and past firm performance. Low concentration of the remaining blocks is associated with lower average ROA and lower CEO turnover. Moreover, the difference between CEO-change frequency in the first ROA quartile versus the forth quartile is only 6.7 percent (significant at the ten-percent level) with low concentration of the remaining blocks, whereas it is 13.4 percent (significant at the one-percent level) with high concentration of the remaining blocks.
The last part of Panel A (Table 4 ) combines the effect of the major-block concentration with the concentration of the remaining blocks. I form four groups as combinations of major-block versus remaining-blocks concentration: low (major-block concentration) -low (remaining-blocks concentration), low -high, high -low and high -high. CEO turnover is the lowest (only 12.3 percent) in the first group with low concentration of both the major block and of the remaining blocks. ROA is also very low in this group. CEO turnover in the other three groups is significantly higher (relative to the first group) and very similar in magnitude (around 20 percent). Even though these three groups do not differ in the average CEO-changes frequency, the sensitivity of CEO turnover to ROA is the strongest in the group with low major-block concentration and high remaining-blocks concentration, thus, when contest of control is the strongest. This is in line with results reported above (for major-block and remaining-blocks concentration separately) and points toward the confirmation of Hypothesis 3.
Panel B of Table 4 confirms the univariate results in a multivariate regression setting. It reports only results for ROA, corresponding results for operational ROA, stock return and book-to-market ratio are shown in Table A1 in Appendix. The basic regression model is adjusted such that ROA is replaced by a set of interaction terms of ROA with concentration of control dummies. The interaction terms, then, measure the CEO-turnover/profitability relationship for different levels of control concentration. In Model 5, ROA is interacted with four dummy variables that represent the four total-concentration quartiles (based on total stake to all blockholders). The 'plain' coefficient for total concentration is positive and highly significant, confirming robustness of the results from Table 3 that higher total concentration is associated with higher CEO turnover. All the interaction terms are negative and three of them are significant at the fife-percent level. The highest is the coefficient in the highest concentration quartile. However, the second part of Hypothesis 2 postulating that the disciplining role of CEO turnover is stronger as concentration of control increases is not fully confirmed as the coefficients do not increase with the quartiles dummies and their differences are not statistically significant.
Models 6 to 8 test Hypothesis 3 concerning the importance of contest of control among
blockholders (the relative importance of the major versus the remaining blocks of shares). Model 6
shows the effect of the major-block concentration and confirms the univariate analysis that the CEO-turnover/performance relationship is stronger for firms with smaller major blockholders. The coefficient for the first interaction term is negative, relatively large and significant at the onepercent level. The second interaction term (high major-block concentration) is negative but not significant. Moreover, the difference between the two interaction terms is statistically significant on the ten-percent level. Thus, this again indicates that contest of control may be quite important for the CEO-turnover/performance relationship and also generally for the effectiveness of the internal governance systems. However, one should again note that the CEO-change frequency is very high across all firms with high major-block concentration diminishing the negative essence of this finding. The results of Model 7 also tend to point to the positive effect of the contest of control among blockholders. It shows that higher concentration of the remaining blocks strengthens somewhat the sensitivity of CEO turnover to past firm performance (profitability) as the higherconcentration interaction term is more negative. The difference of 1.1 of the two coefficients is, however, not statistically significant.
Model 8 combines the partitioning of the two previous models into four interaction terms and confirms that the sensitivity of CEO turnover to past firm performance is the strongest when the major blockholder's control is contested by other blockholders. The two of the four interaction terms that are statistically significant (and have the expected sign) are those with smaller major blockholders. Moreover, the CEO-turnover/profitability sensitivity is the strongest when the remaining blockholders are more concentrated and, thus, are able to contest the control of the major blockholder. These results provide strong support for Hypothesis 3. Note also that the overall CEO turnover and the average ROA is very high for this group of firms (see Panel A of Table 3 ). The coefficient of the first interaction term in Model 8 (low major-block concentration and low remaining-blocks concentration) is also significant, at the ten-percent level. However, the overall CEO turnover and also the average ROA in this group are very low showing less effective governance of these firms. The last two interaction terms with above-median major block are negative but not statistically significant indicating that too much power in hands of the major blockhoder may not be so beneficial for the effectiveness of the internal governance structures.
However, the overall CEO turnover is very high in these two groups regardless of profitability and they perform with relatively high ROA. Thus, even though the results do not show that CEO turnover is sensitive to bad performance when the concentration of the major block is high, I cannot conclude that the owners do not care about results of their firms and do not monitor. Table A2 in Appendix replicates Model 8 with the other performance measures: operational ROA, stock return and book-to-market ratio. Model A5 with operational ROA essentially replicates the results for ROA reported above. Contest of control in firms with low major-block concentration and high concentration of the remaining blocks seems to deliver the highest sensitivity of CEO turnover to past firm performance. Models A6 and A7 confirm that the market-based measures are not associated with CEO turnover. Table 5 provides results that test Hypothesis 4 postulating that CEO turnover and its sensitivity to past firm performance is higher following changes of the major blockholder. Panel A of Table 5 provides the univariate results. It shows the average CEO-turnover frequencies across ROA quartiles for two groups of firms: firms with versus without change of the major blockholder. The results show strong differences between the two groups of firms. The average CEO-change frequency is 27.2 versus 14.4 percent for firms with versus without major-blockhodler change over the previous year, respectively. The difference of 12.9 percent is significant at the one-percent level.
Market for share stakes
Importantly, the sensitivity of CEO turnover to ROA is considerably stronger following changes of the major blockholder. In the year following the major blockholder change, CEO turnover is as high as 35.9 percent in the worst ROA compared to 20.4 percent in the best ROA quartile. The difference of 15.5 percent is significant at the one-percent level. In contrast, for firms without a majorblockholder change, the average CEO turnover is 19.7 versus 13.2 percent in the worst versus the best ROA quartile, respectively. The difference of 6.6 percent is significant at the ten-percent level.
In short, the CEO turnover is both higher and more sensitive to past performance when the major blockholder changed over the previous year confirming Hypothesis 4. The regression results in Panel B of Table 5 confirm this conclusion. The coefficient for the major-blockholder-change dummy is positive and significant at the one-percent level showing that CEO turnover increases significantly immediately following the major blockholder change. Also, the sensitivity of CEO turnover to ROA is higher (more than doubled) after the change. These results indicate quite convincingly that major-block transfers are associated with increased monitoring and frequent changes in top management, which are more likely in poorly performing firms. This shows that changes of control in form of friendly transfers of major blocks of shares are very effective governance mechanisms and that these post-privatization block transfers bring about owners that are more suitable for restructuring of their firms. Table 6 reports results that test Hypotheses 5 to 7 concerning nature of ownership. Panel A shows again the average CEO-change frequency across ROA quartiles, now for six different owner types. The first part distinguishes the major blockholder type, the second part takes into account all blockholders. The results show that the nature of ownership is an important determinant of CEO turnover and its sensitivity to past firm performance. First, both parts of Panel A strongly support Hypothesis 5 on entrenchment of insiders. With insider ownership, CEO turnover is the lowest (around 9 percent) and, moreover, it increases as ROA increases. The average CEO-change frequency is just 4.1 percent in the worst ROA quartile. This strongly points to entrenchment of insiders, especially, when performing poorly. Second, Hypothesis 6 is also partially supported.
Nature of ownership
Outside major blockholders are associated with higher CEO turnover relative to insiders with individuals unrelated to management having CEO turnover three times as high as insiders.
Sensitivity of CEO turnover to performance seems to be the highest when an IPF is the major blockholder with remarkable 40-and zero-percent turnover in the worst and best ROA quartile, respectively. Still, major blocks by industrial companies are also associated with significant (at the one-percent level) sensitivity of CEO turnover to ROA. Third, Hypothesis 7 is confirmed. As CEO turnover is very high for major state ownership and CEO turnover is not sensitive to performance, the results indicate that CEO turnover under major state ownership is politically motivated. The regression results in Panel B of Table 6 lead to similar conclusions. Model 10 maps the effect of the major blockholder type, Model 11 accounts for all blockholders. The basic model is augmented by a set of dummy variables measuring differences in CEO turnover for different owner types (insider ownership is the reference category) and a set of interaction terms of the dummy variables with ROA measuring the differences in sensitivity of CEO turnover to performance. All the dummy variables are positive indicating that CEO turnover of the reference category -major insider ownership -is the lowest. 15 Individuals unrelated to management have the highest coefficient that is significant at the one-percent level. The financial institution dummy is also significant, at the ten-percent level. Sensitivity of CEO turnover to performance is the highest for IPFs (though the coefficient is significant only at the ten-percent level). This is reflection of the fact indicated in Panel A that CEO turnover is very high in poorly performing firms with major IPF ownership and non-existent in well-performing firms. Industrial companies also turn to have negative and highly significant interaction term. The interaction terms for state ownership, individuals unrelated to management, insiders and financial institutions are not significant. In summary, the regression results support Hypothesis 5 as CEO turnover is the lowest when insiders are the major blockholders and, at the same time, it is not sensitive to performance. Also Hypothesis 6 is (at least partially) supported for industrial companies where CEO turnover is strongly and significantly associated with poor performance. In contrast, ownership by individuals unrelated to management is somewhat weak in this respect even though CEO turnover is then, on average, relatively high. Surprisingly, institutional owners -IPFs and financial institutions perform relatively well. The former show high sensitivity of CEO turnover to performance and the latter high average CEO turnover. This is in contrast with findings of other studies for established market economies that usually document low involvement of institutional investors in monitoring. These findings for Slovakia are perhaps a reflection of the generally bad situation in the firms that shows strong need for restructuring and monitoring. Finally, the results show support also for Hypothesis 6: CEO turnover in state dominated firms is high and is not sensitive to performance. Results of Model 11 accounting for all blockholders and their types (as opposed to the major blockholder type in Model 10) are somewhat weaker. Models A8 to A10 in Appendix replicate Model 10 using the other three performance measures. Model A8 with operational ROA shows results that are very similar to Model 10. Models A9 and A10 confirms again that the stock-market based measures are not associated with CEO turnover.
Conclusions
In this paper, I address the question whether top managers in large privatized Slovak companies are kept responsible and accountable for performance of firms under their control. Such an analysis explores the effectiveness of internal governance systems of firms after they were privatized. Table   7 provides a summary of the hypothesis and of the main findings. The basic result is encouraging:
CEO turnover is sensitive to performance (at least to accounting profitability) documenting that privatization has lead to improved internal governance of firms. Moreover, the results of the paper show that ownership structure and its changes matter for the CEO turnover as well as its sensitivity to poor past performance. The main conclusions are threefold. First, concentration of control seems to increase CEO turnover. However, further analysis shows that contest of control among the blockholders may be a more important determinant of the CEO-turnover sensitivity to performance.
In particular, my results show that the sensitivity of CEO turnover to performance is the highest when the major blockholder is smaller and is contested by concentrated remaining blocks of shares. This is, I believe, a very interesting result. Second, market for share stakes turns to be very important for both average level of CEO turnover as well as its sensitivity to past performance. This suggests that the active post-privatization market for share blocks is quite effective in delivering blockholders that are actively involved in monitoring of their firms. Finally, nature of ownership is also important. Insider ownership hinders CEO turnover and results in managerial entrenchment.
Outside ownership, especially ownership by other firms, is associated with high sensitivity of CEO turnover to poor past performance. Surprisingly, also ownership by IPFs shows high sensitivity of CEO turnover to performance. Lastly, state ownership is associated with high turnover but low sensitivity of CEO turnover to performance indicating political motivation of the top managerial changes.
In general, the findings of this analysis seem to be somewhat stronger compared to other studies analyzing established market economies. This may indicate that control and governance structures and their changes have more of an effect in a setting with higher net rewards for monitoring and active involvement of shareholders. Despite of fears that major shareholders would engage in looting and tunneling, these results suggest that the shareholders involve in monitoring. Note: Return on assets is defined as total profit/loss over total assets. Operational return on assets is defined as operational profit/loss over total assets. Price-earnings ratio is equal to average price per year over operational profit/loss per share. Market-to-book ratio is defined as market capitalization plus book value of debt over total assets. Note: Panel A shows the average CEO turnover by quartiles of performance. In Panel B, all models are estimated by probit with random effects. The dependent variable is a binary variable equal to one if managing director changed in the given firm-year. Return on assets is defined as net income after interest and taxes over total assets. Operational return on assets stands for operational profit over total assets. Stock return is the return on stock from January till December in year t-1. Market-to-book ratio is defined as the sum of market capitalization and book value of debt over the book value of total assets. All the performance measures are as of the beginning of the calendar year and are truncated at the fifth percentile. Total concentration is measured as the sum of all reported ownership stakes (over 5%). Major-block concentration refers to the size of the major block. Remaining-blocks concentration is the sum of all reported ownership stakes minus the major stake. Major-block change is set to one if the major blockholder changed within (t-,1 t) and zero otherwise. *, **, and *** denotes significance at the 10, 5, and 1 percent level, respectively. Table 3 . *, **, and *** denotes significance at the 10, 5, and 1 percent level, respectively. H1: past performance is associated with CEO turnover negative relation strong effect no effect H2: ownership concentration affects CEO turnover positive positive positive ownership concentration affects CEO-turnover/performance sensitivity more negative weak effect no effect H3: contest of control affects CEO turnover positive positive positive contest of control affects CEO-turnover/performance sensitivity more negative strong effect no effect H4: major-block change affects CEO turnover positive positive positive major-block change affects CEO-turnover/performance sensitivity more negative strong effect no effect H5: insider ownership affects CEO turnover negative negative negative insider ownership affects CEO-turnover/performance sensitivity less negative no effect no effect H6: outsider ownership affects CEO turnover positive positive for individuals and fin. institutions positive for individuals and fin. institutions no effect for industrial companies and IPFs no effect for industrial companies and IPFs outsider ownership affects CEO-turnover/performance sensitivity more negative negative for industrial companies and IPFs no effect no effect for individuals and fin. institutions H7: state ownership affects CEO turnover positive weakly positive positive state ownership does not affects CEO-turnover/performance sensitivity no effect no effect no effect Note: All variables are as defined in Table 3 . Table 4 .
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